Microlevel Data Studies

Another set of recent studies of cigarette demand
include those that used microlevel data—that is, data
from groups of individuals instead of aggregate data
sets. As with the studies that used aggregate data, these
studies consistently indicated that cigarette smoking is
affected negatively by price. Each of the studies carefully
dealt with the smuggling problem that could bias the
estimates of the price elasticities. Because they were
based on microlevel data, the studies also avoided the
simultaneity problems that arise when working with
aggregate data. That is, no individual smoker consumes
enough cigarettes to affect market price, so prices could
be appropriately treated as exogenous in these studies.

Many of these studies, however, examined issues
that cannot be addressed when using aggregate data.

Studies that use microlevel data can assess the effect of -

prices and other policies, not only on average cigarette
consumption (the focus of aggregate studies), but alsoon
the probability that an individual smokes and on aver-
age consumption among smokers. Similarly, the effects
of policy variables on smoking initiation and cessation
can be explored. Microlevel data can be used to consider
the differential effects of increased cigarette excise taxes
and other policies on alternative demographic groups
(by age or by gender, for example).

Lewit and Coate (1982) took advantage of cross-
sectional survey data not only to estimate equations of
the demand for cigarettes, but also to determine smok=
ing prevalence and patterns of smoking participation. In
addition, this study estimated separate demand equa-
tions for different age groups (20-25 years, 26-35 years,
and 36-74 years) and for men and women. These inves-
tigators found that a price increase appeared to effect
the decision to become a smoker rather than the decision
to smoke less frequently. They also found that the smok-
ing behavior of young adults (20 to 25 years old) was
more sensitive to price changes than that of older
individuals. Finally, they found that male smokers,
particularly those aged 20 to 35 years, were quite
responsive to price, whereas female smokers were essen-
tially unaffected by price.

Mullahy (1985) introduced myopic addiction (i.e.,
the concept that addiction outweighs an individual’s
foresight or concern for future well-being) into his theo-
retical model of cigarette smoking. This model implies
that at any given time, smoking initiation, regular use,
and the amount of cigarettes smoked depend on an
individual's smoking history. This model and other stud-
jes that formally model the addictive aspects of smoking
incorporate the concepts of tolerance, reinforcement, and
withdrawal that distinguish addictive consumption from
nonaddictive consumption. Treating smokers as
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myopic, however, implies that the future consequences
of their smoking are ignored when they make current
decisions. Mullahy estimated separate demand equa-
tions for men and women and found that both the deci-
sion to smoke and the quantity of cigarettes consumed
by smokers were negatively related to cigarette prices for

~each gender. Asin the Lewit and Coate study, Mullahy

found that cigarette prices had a greater impact on the
decision to smoke than they do on cigarette consump-
tion. Similarly, he found that men were somewhat more
responsive to price than women (average elasticities of
-0.56 and -0.39, respectively).

Chaloupka (1990, 1991a, b) applied the Becker and
Murphy (1988) model of rational addictive behavior to
cigarette smoking. As in the Mullahy model, addiction s
accounted for by recognizing that current smoking deci-
sions depend on past smoking, whereas rationality im-
plies that the future consequences of an individual’s past
and current smoking behavior are considered when mak-
ing current choices. Chaloupka found both that cigarette
smoking is addictive—that is, it depends on past smok-
ing—and that individuals who smoke also consider fu-
ture consequences. He found that increases in cigarette
prices reduce average cigarette consumption significantly
and that the effects of price increases on consumption are
understated if the addictive aspects of consumption are
ignored. In contrast with the findings of Lewit and
Coate, Chaloupka found that adolescents and young
adults (aged 17 through 24 years) were less responsive to
price than are older age groups. Chaloupka also found,
like Lewit and Coate, that women were much less re-
sponsive to price than men.

Wasserman et al. (1991) used several of the Health
Interview Surveys conducted during the 1970s and 1980s
to estimate the effects that taxes and regulations restrict-
ing smoking in public places have on adult cigarette
demand. These investigators also examined whether the
price elasticity of demand has changed over time. Using
a generalized linear model, they found that the negative
impact of cigarette prices on demand has increased over
time. The estimated price elasticity of demand in 1970
(0.06) suggested that increases in cigarette excise taxes
would not discourage cigarette smoking. However, the
authors estimated an increasingly negative effect of
cigarette prices on demand from 1974 (-0.17) through 1985
(-0.23). They estimated that by 1988, the price elasticity of
demand would increase (in absolute value) to-0.28. This
finding that the price elasticity of demand is becoming
more negative over time contradicts the findings of the
studies based on aggregate data by Baltagiand Goel. The
estimated elasticities of Wasserman et al. were approxi-
mately half those estimated by Lewit and Coate, who
used the same data. Wasserman et al. attributed these
relatively low estimates to their including an index that








































































